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A REPLY TO MR. MACVANE : ON THE SOURCE 
OF BUSINESS PROFITS. 

When the article " On the Source of Business Profits," 
in the Quarterly Journal of Economics for April, 1887, 
was preparing, the author believed that any one who 
might undertake to refute the views therein presented 
must join issue on one or two points only. It seemed to 
him that the question raised, as to the constituents of the 
employing class and the source of their profits, was a sim- 
ple one, and that the discussion of the theory he proposed 
would necessarily be confined within a narrow range. 
In this opinion, it appears, he was mistaken ; for Mr. 
Macvane has, in his article in the October number of 
this journal, arrayed against that theory a host of objec- 
tions, all of which could not be replied to within any 
limits that could reasonably be allotted for that purpose, 
while to answer only those on which Mr. Macvane has 
placed most stress will necessarily require a heavy tax on 
the reader's patience. 
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If those objections can be arranged on any system what- 
ever, they may perhaps be grouped under two general 
heads: first, objections to my theory derived from that 
view of the source of wages which is known as the doc- 
trine of the wages fund ; second, objections which Mr. 
Macvane brings directly against the views presented, in 
the April number, concerning the constitution of the em- 
ploying class and the economic reasons for the very wide 
range existing among the members of that class as to the 
gains by them severally realized. 

I. (a) Perhaps the most grievous thing to me, person- 
ally, is the imputation of having grossly misrepresented 
the wage-fund doctrine.* That charge has been made 
before ; but it has never been supported, so far as I am 
aware, by a single citation from the writings of any advo- 
cate of that doctrine, showing that he held it in any other 
sense, nor has the complaint been made by one of the per- 
sons supposed to be aggrieved. On the other hand, in my 
article in the North American Review for January, 1875, 
in which the natural and literary history of that doctrine 
was discussed at length, the statements of a half-score 
of its leading advocates were given in their own words. 
Moreover, of the only two of these writers by me known 
to be then surviving, one, Professor Perry of Williams 
College, frankly stated, in the preface to the next edition 
of his Political Economy, that his views on the subject 
had been changed by the arguments I had presented ; the 
other, Professor Fawcett, failed, through all our oral or 
written communication down to the time of his death, 

*" I must say that, for my own part, I have never understood the wages- 
fund theory to assert or to imply any such absurdities. How anybody could 
have so read and interpreted any standard account of the circumstances deter- 
mining the magnitude of the wages fund, and the rate of wages resulting from 
it, is to me incomprehensible." Mr. Macvane, Quarterly Journal of Economics, 
October, 1887, p. 24. 

" Of course, no sane person would deny — I think no sane person ever has 
denied — that there is a relation between the rate of wages and the productive- 
ness of labor." Id., p. 16. 
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ever to express the slightest sense of injustice done him. 
It is possible that, in charging misrepresentation of the 
wage-fund doctrine, Mr. Macvane has in view the state- 
ments of that doctrine made after it had been attacked 
by Longe, Thornton, and others, between 1866 and 1876 ; 
but I must decline to accept these patched and revamped 
statements as giving any true expression of the wage-fund 
doctrine, as it should be known in economic controversy 
and economic history. For more than forty years that 
doctrine held complete sway over English political econ- 
omy. It was stated and restated with the utmost pre- 
cision and with entire unanimity by the economists of 
that generation, and the wage-fund was freely referred 
to, in discussion, as an ultimate fact. It is this doctrine, 
so stated,* that is properly referred to as the wage-fund 
doctrine ; and those of us who have attacked it, or who 
may now, since its general abandonment, have occasion 
to refer to it historically, are not bound to qualify our 
expressions by any reference to statements made of it, 
after it had been challenged and criticised, by writers 
who sought to recast it, surrendering, because they must, 
almost the entire ground to its assailants, and, as Pro- 
fessor Marshall has said in the first number of this journal 
for the current year, depriving it of all significance and 
all consequence. 

(6) In attempting to rehabilitate the wage fund, Mr. 

* " There is supposed to be, at any given instant, a sum of wealth, which is 
unconditionally devoted to the payment of wages of labor. This sum is not 
regarded as unalterable, for it is augmented by saving, and increases with the 
progress of wealth ; but it is reasoned upon as, at any given moment, a prede- 
termined amount. More than that amount it is assumed that the wages receiving 
class cannot possibly divide among them ; that amount, and no less, they cannot but 
obtain. So that, the sum to be divided being fixed, the wages of each depend solely 
upon the divisor, the number of participants." John Stuart Mill, Fortnightly 
Review, 1869. 

Mr. Macvane declares (page 23-4) that no economist ever taught the doc- 
trine that, "if the laborer does not seek his interest, his interest will seek him 
and will find him." Is not this distinctly asserted in Mr. Mill's statement 
above, — "that amount, and no less, they cannot but obtain " ? 
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Macvane finds it essential to destroy the theory, which 
during the last ten and twenty years has obtained a con- 
stantly increasing acceptance, that wages are, in a philo- 
sophical sense, paid out of the product of industry. At 
times, he writes as if he understood the advocates of this 
view to hold that wages are actually so paid, the laborers 
awaiting the harvesting of the crops or the marketing of 
the goods, in order to receive the remuneration of their 
exertions. While he admits that, in some instances, this 
is the case, he thinks that the proportion of such instances 
is small.* Now, so far as the theory he combats is con- 
cerned, it does not matter whether the proportion of such 
instances be larger or smaller. So far as the theory he 
advocates is concerned, however, any proportion whatever 
of such instances is absolutely fatal,f since it is of the 
essence of the wage-fund doctrine that wages are paid 
always and wholly out of capital, the saved and accumu- 
lated results of precedent industry. 

But, in fact, is the proportion of such instances as small 
as Mr. Macvane seeks to show ? Let us take a few classes 
of cases. The railroads of the United States receive an- 
nually two hundred and ten millions of dollars for trans- 
porting passengers. These receipts come in day by day, 
yet the railroad company habitually pays its employees 
at the close of the week or at the close of the month. 
Here we have a very large class of services where the 
employer receives the price of his product before he pays 
for the labor concerned in its production. The railroads 
of the United States also receive annually for freights 
five hundred and fifty millions. The greater portion of 

*"On the whole, I cannot help feeling that Mr. Walker takes a very 
imperfect view of the extent to which current wages at any moment are the 
product of previous labor." Mr. Macvane, p. 31. " Wages are, with slight 
exceptions, paid before production is completed." Id., p. 21. " Civilized 
labor does not yield immediately a product good for human use." Id., p. 27. 

t " La th^orie exclusive du fonds des salaires ne pouvait tenir en presence 
de tels faits." M. Levasseur, Journal des Economistes, January, 1888. 
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this amount is collected before the train hands, the track 
hands, and the station hands have received the remuner- 
ation for their share of the service. In a still higher 
degree is it true that express companies receive the price 
of their service prior to the payment of their employees. 
The United States government, again, collects its postal 
revenues day by day, yet postpones the payment of its 
clerks and carriers to the end of the month. To descend 
to the other end of the scale of dignity, hotel-keepers and, 
in a less degree, boarding-house keepers collect their bills 
before they pay their cooks, chambermaids, and scullions. 
Nearly all the receipts of theatre, opera, and concert com- 
panies are obtained day by day, although their staffs and 
troupes are borne on monthly or weekly pay-rolls. 

It is not necessary longer to pursue this subject, since, 
as was said, it does not matter, so far as the theory of 
wages which Mr. Macvane combats is concerned, how 
large or how small is the proportion of instances in which 
the employer sells his goods or his services before paying 
for the labor engaged in their production. 

(c) In regard to that part, let us say at once, by far 
the greater part, of the aggregate volume of wages, which 
is paid before the employer has housed his crops or mar- 
keted his goods, Mr. Macvane finds something absurd in 
the proposition that these wages are, indeed, advanced 
out of capital, but are, in economic theory, paid out 
of product : — 

I have endeavored to get a clear idea of Mr. Walker's precise 
view on this point, but without entire success. At times, he seems 
to admit that wages are in the nature of an advance to the laborers ; 
at times, he seems to throw a doubt on the reality of the advance. 
In one breath, he says, " Wages are, to a very considerable degree 
in all communities, advanced out of capital, and this from the very 
necessity of the case " ; in the next breath, he tells us that " wages 
are, in a philosophical view of the subject, paid out of the product 
of present industry." He heads a chapter with the statement that 
" The Wages of the Laborer are paid out of the Product of his Indus- 
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try," and yet, in the course of the chapter, states that, " in those coun- 
tries which have accumulated large stores of wealth, wages are in fact 
very generally, if not universally, advanced " to the laborers. While 
his statements are thus somewhat wavering, etc. (p. 30.) 

From the above, a reader could but gather that the 
" wavering " statements of the work cited were due to in- 
advertent self-contradiction : whereas, the two statements, 
that wages may be and often are advanced out of capital, 
but are, in a philosophical view, paid out of product, are 
purposely made parts of the same sentence. It is not in 
two breaths, but in one, that these statements are uttered ; 
and the two together constitute, as I esteem it, a perfectly 
self-consistent theory of the origin and measure of wages. 
Whether that theory is consistent with the facts of indus- 
trial society will be considered further on. Assuming, 
for the moment, that wages are, in the economic sense, 
paid out of product, what is there illogical or absurd in 
the statement that they are, nevertheless, often, and indeed 
generally, advanced out of capital? When Mr. Irving 
gives a series of theatrical entertainments, he doubtless 
pays, in advance,* out of the profits of previous profes- 
sional service, a considerable proportion of the necessary 
expenses. Is there in this aught inconsistent with the 
statement that, from the manager's point of view, those 
expenses are chargeable to the entertainments themselves, 
and are, philosophically considered, paid out of the re- 
ceipts? When a manufacturer undertakes the produc- 
tion of a body of goods, or a farmer the raising of a crop, 
a portion, larger or smaller, of the expenses, including the 
whole or a part, as the case may be, of the wages of the 
laborers employed, is paid out of previous accumulations. 
Is there anything in this inconsistent with the statement 

* Of course, the employer or manager should have, and generally, though 
not always, does have, enough to insure the payment of the wages promised, 
against a possible falling off in the anticipated receipts. This has been abun- 
dantly covered in all my statements. 
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that, from the employer's point of view, those expenses 
are properly chargeable to the product, and are, in the 
economic sense, paid out of the proceeds? 

(d) Coming now to the main question, What is the 
source, and wherein is found the limit, of wages possibly 
to be paid? Mr. Macvane strenuously asserts, according 
to the old wage-fund doctrine, that wages are paid out 
of capital ; but he adduces no consideration which seems 
to me in the slightest degree to affect the validity of the 
argument by which the proposition that wages are, in a 
philosophical sense, paid out of the product, has been 
established to the general acceptance of living economists. 

The difference is just this: the advocates of the wage- 
fund doctrine assert that the sufficient reason for the pay- 
ment of wages is found in the existence of capital ; and 
that it is the amount of that capital, thus pre-existing, 
which determines absolutely the amount of wages which 
can be and will be paid in any given situation. Those 
of us who oppose the wage-fund doctrine maintain that, 
while the pre-existence of capital is an important and, 
indeed, essential condition of production, the only suffi- 
cient reason for the employment of labor is found in the 
motives which lead to production ; and that it is the an- 
ticipated value of the product, under the given efficiency 
of land, labor, and capital, in the situation existing, which 
determines the amount of wages which can be and will be 
paid. The advocate of the wage-fund doctrine holds that 
only one of the three factors of production, viz., capital, 
has to do with the problem of wages. We hold that all 
three factors enter into that problem. The wage-fund 
advocate virtually declares that the possessor of capital is 
under an economic necessity to employ labor. We hold 
that the mere fact that a man is the possessor of capital 
no more constitutes a reason why he should pay wages 
than the fact that another man has legs and arms consti- 
tutes a reason why he should work when he can get no 
wages. We hold that those who own or control capital 
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pay wages, not that they may disburse a fund of which 
they are in possession, but that they may purchase labor ; 
that they purchase labor, not that they may keep the 
laborers employed, but that they may produce wealth by 
means of that labor ; that, therefore, it is the expectation 
of the product, and not the possession of capital, which 
constitutes the motive for the payment of wages; and 
that it is the anticipated value of that product, and not 
the amount of capital they have at command, which de- 
termines the amount they can afford to pay in wages, in 
addition to necessary payments on account of interest 
and rent. 

(e) But, aside from the direct argument in favor of his 
proposition that wages are paid out of and limited by cap- 
ital, Mr. Macvane thinks he finds an insuperable objection 
to the view that wages are, economically speaking, paid 
out of the product, in what he regards as the financial 
impossibility of anticipating, for such a purpose, the avails 
of production. How, he asks, can wages be paid out of 
the product when the product is not in existence, at least 
in marketable shape, when the wages are actually paid? 
Even on the assumption that the efficiency of labor were 
at once increased to an extent which would, economically, 
justify an addition of fifteen per cent, to their wages, he 
declares that increased wages could not possibly be paid, 
because the commodities necessary for paying the increase 
would not yet have been produced, (p. 27.) He declares 
that such an anticipation of the avails of production would 
be " a miracle." (p. 26.) " The wages of the present," 
he says, "must still depend on the present resources for 
paying wages." (pp. 17, 18.) In the very spirit of the 
old wage-fund doctrine, he declares that an increase of 
production resulting from an enhanced efficiency of labor 
must, of necessity,* first go, entire, as extra profits to the 

•"These influences can act on wages only by first acting on savings." 
(p. 17.) " The increase of product goes, in the first instance, by the very nature 
of the case, to swell the revenues of those who employ laborers." (p. 25.) 
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employer or as extra interest to the capitalist ; and that 
it is only as these may afterwards decide to employ their 
greater wealth in the purchase of more labor that wages 
can be enhanced. 

Now, manifestly, this objection does not lie at all against 
an increase of wages due to an enhanced productiveness 
in those classes of cases where the employer realizes the 
avails of the service before he is expected to pay the 
wages of his own employees. But, really, does this ob- 
jection apply to any class of cases? I think I have shown 
in The Wages Question, both by reason and by abundant 
instances, that it does not. The fact is, Mr. Macvane's 
whole reasoning on this subject unconsciously embodies 
an Equivoque. It is true that, in a certain industrial and 
financial situation, the body of employers might not be 
able to pay — that is, to pay down — more than a certain 
amount in wages. But it does not follow that they might 
not engage to pay more, possibly much more, in wages, if 
their expectations of the product should be such as to 
justify increased expenditure on this account. Now, it is 
precisely in that way that we perforin Mr. Macvane's 
"miracle." Introduce the element of credit between the 
employer and the laborer, and, presto, change ! that which 
was declared to be physically impossible becomes an ac- 
complished fact. The miracle is wrought. The employer 
engages to pay such wages as the anticipated value of the 
product will justify. He pays down as much as his means 
will allow or as the necessities of the laborers require.* 
He pays the balance of wages out of the harvested crop or 
marketed goods. 

* " There is nothing in the need that the laborer has of provisional main- 
tenance which defeats his claim to a payment, over and above the mere cost 
of subsistence, out of the product when completed. It may be that poor 
Piers must depend daily, pending harvest, upon the Squire for bread, out of 
the crop of last year ; but that constitutes no reason why Piers should not 
receive some sheaves, at harvest, as his own." F. A. Walker, " The Wage 
Fund," North American Review, January, 1875. 
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The arrangement which has been described is that upon 
which the payment of wages largely rests in all commu- 
nities of comparatively limited capital. Perhaps I may be 
permitted to quote somewhat at length from my work — 
The Wages Question — upon this point : — 

In new countries, by which we mean those to which men have 
gone with the industrial ideas and ambitions of older countries, but 
with an amount of capital which, from the necessity of the case, is 
more or less inadequate to the undertakings for which their skill and 
labor qualify them, wages are only partially paid out of capital. The 
history of our own country so amply illustrates this statement that 
we need not go elsewhere for examples. From the first settlement 
of the colonies down to the discovery of gold in California, laborers, 
whether in agriculture or in manufactures, were, as a rule, hired by 
the year, to be paid at the end of the year. Bare subsistence might 
be furnished by the employer meanwhile, small amounts of money 
might be advanced "for accommodation," the laborer's tax bill or 
doctor's bill might be settled by the employer ; but these payments 
were not to such an extent (except in case of protracted sickness or 
sudden misfortune) but that the employer was always in debt to his 
laborer. 

I have before me a considerable collection of accounts taken from 
the books of farmers in different sections as late as 1851. These 
show the hands charged with advances of the most miscellaneous 
character. ... In general, the amount of such advances does not 
exceed one-third, and it rarely reaches one-half of the stipulated 
wages of the year. It is idle to speak of wages thus paid as coming 
out of capital. At the time these contracts were made, the wealth 
which was to pay these wages was not in existence. It came into 
existence only as the result of those contracts and the rendering of 
those services. 

Not less distinctly did this system of paying wages prevail in the 
department of manufacturing industry during the same period. Ex- 
tensive inquiries have satisfied me that manufacturers in New Eng- 
land did not generally leave off paying their workmen by the year 
until after 1854 or 1855. . . . Such an arrangement was the very con- 
dition on which alone industry could be prosecuted, on which alone 
employment could be given. Capital was scarce, because the country 
was comparatively new ; and, if wages had been measured by capital, 
wages must have been low. But at the same time production was 
large, because natural agents were copious and efficient, and labor 
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was intelligent and skilful ; and as it is production, not capital, which 
affords the measure of wages, wages were high, but the workmen 
had to wait for them till the crop was harvested or the goods sold. 
And this they gladly did, and never for one instant suspected that 
they were being paid out of capital; indeed, they knew better, for 
they had seen growing under their hands that in which they were 
finally paid. . . . 

But whether wages are advanced out of capital in whole, or in part, 
or not at all, it still remains true that it is the product to which the 
employer looks to ascertain the amount which he can afford to pay. 
When the employer shall pay is a financial question. What he shall 
pay is the true industrial question with which we have to do in 
treating wages. This is determined by the efficiency of labor under 
the conditions existing at the time and place, (pp. 135-137.) 



II. (/) The objections which Mr. Macvane brings 
directly against my theory of the Source of Business 
Profits are not easily classified, and I see very little pref- 
erence for one order of dealing with them as compared 
with any other. Perhaps the objection which it may be 
well to dispose of first is that which Mr. Macvane educes 
from the practical inconvenience to political economists 
which would be attendant on the acceptance of a second 
descending scale of productiveness. Mr. Macvane says: 

We should have, according to this new doctrine, two descending 
scales of productiveness, one due to differences in the natural agents, 
the other due to the varying capacity of employers. Both of these 
(the foot of the scale in each case) are supposed to be operative in 
determining the price. The cost of production of that part of the 
supply which is produced at the greatest disadvantage settles the 
price of the whole. But what part, on this theory, is produced at 
the greatest disadvantage ? Unless, by happy chance, the lower end 
of the one scale coincides with the lower end of the other, unless the 
least efficient employers have the least productive lands, we lose our 
regulator of price and our base for reckoning rent. If the least effi- 
cient employers should happen to have farms and mines somewhat 
above the poorest, the consequences would be extremely awkward. 
The poverty of the poorest lands might be counterbalanced, to an 
indefinite extent, by the superior business capacity of those tilling 
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them ; and the inferior business capacity of the least capable farmers 
would be offset by the natural advantages of their land. If each of 
these is to operate in fixing the price, how are they to combine their 
effects? The produce that comes under the influence of the one 
escapes the effects of the other. Where shall we look, on this theory, 
for " that portion of the supply which is produced under the greatest 
disadvantage " ? (pp. 4, 5.) 

Now, this practical objection actually exists; and, if the 
convenience of political economists, merely, had been con- 
sulted in the formation of the soil and the constitution of 
human society, one descending scale of productiveness, 
only, would have been allowed. Indeed, we may further 
say, if the convenience of political economists alone had 
been consulted, mankind would have been created strictly 
according to the pattern of that economic man whose 
actions the writers of the Ricardian school delight to 
describe ; and all those annoying " sympathies, apathies, 
and antipathies," which perplex the student of wealth, 
would have been entirely eliminated from society. 

The question, however, is not whether the existence of 
" two descending scales of productiveness " suits the con- 
venience of economic reasoning, but rather whether two 
such scales, in fact, coexist; and Mr. Macvane's highly 
humorous description of the embarrassments of political 
economists on this account cannot be taken as constitut- 
ing even a prima-facie objection to the theory of business 
profits which he combats, \inless he is able to adduce at 
least one department of human activity within which two 
(or more) descending scales do not coexist. I have been 
able to think of none. If we speak of war, we have good 
generals with good armies and good generals with bad 
armies, bad generals with good armies (sometimes, by 
the accidents of succession) and bad generals with bad 
armies. Moreover, some of the good armies and some of 
the bad armies may have good weapons, and some of the 
good armies and some of the bad armies may have bad 
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weapons. Of course, this makes it terribly confusing to 
the military critic, who naturally wishes that all generals 
had been good (or bad), that all armies had been good (or 
bad), and that all weapons had been good (or bad), in 
order that his " science " might be as simple as possible 
and susceptible of purely mathematical treatment through- 
out. But the convenience of military critics has been as 
little consulted as that of economists in the constitution 
of the world; and those who will write of war are there- 
fore sometimes obliged to weigh a good army under a 
bad commander, but with good weapons, against a bad 
army under a good commander, but with bad weapons, — 
and so on through all the permutations of which the given 
elements are susceptible. 

If we speak of sport, we find fishermen, who may them- 
selves be good, indifferent, or bad, using fishing rods and 
lines and hooks and flies which may be either good, in- 
different, or bad ; and the writer on angling may be con- 
fronted with the delicate problem whether an indifferent 
fisherman with good tackle will catch more trout in a day 
than a good fisherman with indifferent tackle. When we 
add that the streams on which a number of fishermen are 
engaged may, in turn, be either good, indifferent, or bad, 
the problem, it will be seen, becomes one of great diffi- 
culty. It would be easy to show that the same com- 
plexity exists in industry which has been shown to exist 
in war and in sport. But it is, probably, not necessary to 
pursue the matter further, until Mr. Macvane has cited 
one instance, among all the forms of human activity, 
where two, or more, "descending scales of productive- 
ness" do not coexist. 

(#) As to the special case of the cultivation of the 
soil, which Mr. Macvane brings forward,* as showing the 

*In discussing the law of rent in his general treatise, he [Mr. Walker] 
dwells only on differences of soil and situation, as causing one farmer to have 
larger returns than another. Incidentally, indeed, in connection with another 
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absolutely destructive effects upon systematic political 
economy which would be produced by the recognition of 
two descending scales of productiveness, I think there 
will be no difficulty in showing the entire compatibility 
of my theory of the Source of Business Profits with the 
accepted economic doctrine of rent. That this point was 
not dwelt upon in the April article, as Mr. Macvane com- 
plains, was due to the fact that I was there, primarily, 
writing on profits, and not on rent ; and gave my readers 
credit for the intelligence required to qualify, for them- 
selves, the familiar statement of the law of rent, to cor- 
respond to any deviation from the assumption which un- 
derlies that law. What is that assumption? Why, that 
the several tracts of land taken for the purposes of the 
discussion are treated with "equal applications of labor 
and capital." This assumption is expressed in all state- 
ments of the Ricardian doctrine of rent, usually in the 
very words given above. Now, the phrase, " equal appli- 
cations of labor and capital " fairly implies both that the 
amounts of labor and capital applied to the several tracts 
shall be equal and that these amounts shall be equally 
well applied, — applied, i.e., with the same intelligence, 
energy, economy, and skill in each and every case. 

Since, however, Mr. Macvane expresses a desire to have 
it formally shown how the accepted theory of rent can 
be made to work in conjunction with the newly offered 
theory of profits, the following illustration may be given : 



subject, he makes a remark, ■which, if taken literally, can only mean that, in 
his theory, all farmers are to be regarded as of the same grade of ability, and 
all of the "no-profits" class! Comparing the special gains of the successful 
business man with the rent of land, he says, — " just as the cultivator of soils of 
the better class has a surplus left in his hands after paying wages for labor 
and interest for capital employed, which surplus, called rent, goes to the owner 
of the soil." If it is assumed that the whole surplus above wages paid for 
labor and interest for capital goes to the landlord, of course that would 
obviate the difficulties I have mentioned: all farmers are then of the "no- 
profits" grade. But, if that be assumed, what shall we say of the assump- 
tion? (pp. 5, 6.) 
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Let it be supposed that all the land cultivated for the 
supply of a certain market is divided into three tracts, 
which would, under the application of equal amounts of 
labor and capital, all well, and equally well, administered, 
yield, severally, sixty, forty, and twenty bushels of Indian 
corn. According to the Ricardian formula, the rent of 
the best land will then be forty bushels ; the rent of the 
second grade will be twenty bushels ; the third tract will 
bring no rent, the crop simply repaying the cost of culti- 
vation. Now, let it be further supposed that, instead of 
equal intelligence, energy, economy, and skill directing 
the application of labor and capital to the land in this 
community, the cultivators of each grade of soil are them- 
selves of three different grades of efficiency, those of the 
lowest grade not being capable of deriving from the soil, 
through the application of the given amounts of labor 
and capital, so much by two bushels as do the producers 
of the highest grade, while the cultivators of the inter- 
mediate grade fall short of the best result by one bushel. 
It is clear that there would then be required a readjust- 
ment of the scale of rents, according to the new elements 
introduced into the problem. The actual produce of the 
three grades of soil would be, under the hands of the 
three grades of cultivators, as follows : — 



First-grade soils, . 
Second-grade soils, 
Third-grade soils, . 



First-grade 


Second-grade 


Third-grade 


cultivation. 


cultivation. 


cultivation. 


60 


59 


58 


40 


39 


38 


20 


19 


18 



What, then, has been the effect of the introduction of 
cultivators of lower industrial grades, in the case just 
now given ? It has been practically equivalent to lower- 
ing the limit of cultivation to lands producing, under the 
given application of labor and capital, no longer twenty, 
but only eighteen bushels per acre, with all which such 
a lowering of the limit of cultivation implies. 

(K) The point which we have now reached is that which, 
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perhaps, is most convenient for dealing with the argument 
that the occupation of the soil or the control of the 
agencies of transportation, trade, and manufacture by in- 
competent employers is powerless to enhance the price 
of products or to diminish the remaneration of labor. 

Why not also caution the community against allowing the poor 
grades of land to be cultivated? There would seem, on his [M.. 
Walker's] theory, to be as good reason for the caution in the one case 
as in the other. If the least competent employers regulate prices, 
then prices would be made higher and not lower by driving them out 
of business, just as the price of food would be made higher and not 
lower by punishing men for cultivating poor grades of land. Mr. 
Walker is thoroughly aware that it is not open to anybody to force 
up the price of food and the rent of land by needlessly bringing into 
eultivation land poorer than any hitherto in use. Why should he 
argue as if the corresponding feat were possible, when incompetent 
employers " force themselves into the control of business and main- 
tain themselves there at the expense of the community " ? (pp. 7, 8.) 

It is true that, if, in the community taken above for 
the foregoing illustration (<?), one incompetent cultivator, 
or twenty or a hundred, were to move out upon land pro- 
ducing, with the given application of labor and capital, 
only ten bushels to the acre, their doing so would have no 
«ffect upon the price of corn. They would simply starve 
themselves; and the price of corn would remain un- 
changed, because, as we assumed, the whole required 
supply of the community can be produced upon the sixty, 
the forty, and the twenty bushel tracts, taken together. 
But we saw above that, if incompetent cultivators come 
into possession of the better tracts, they do so to the in- 
jury, not of themselves only, but also of the community. 
What Mr. Macvane, in effect, says is that the control, 
by incompetent persons, of productive machinery which is 
not required for the supply of the community can have 
no effect upon the price of produce. This is true enough, 
but has no relevancy to the question. What I referred to 
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was the possession and control, by incompetent persons, 
of a portion of the productive machinery which is required 
for the supply of the community. 

(»') But Mr. Macvane (page 6) brings still another 
objection to the view that the control of business by in- 
competent employers is at the cost of the community, and 
is, therefore, something to be deprecated. He admits, in 
the case of agriculture, that, " as poorer sources of supply 
have to be resorted to, in the industries subject to the law 
of diminishing returns, the value of the product rises." 
But, he argues, " this is because, and only because, other 
industries are free from the law of diminishing returns. 
If all industries were subject to that law, neither value 
nor price would be affected by it." Now, Mr. Macvane 
continues, " the differing efficiency of employers is a fact 
common to all industries, and, by Mr. Walker's own 
assumption, tapers off to the same precise vanishing point 
of ' no-profits ' in all. How then, I ask, shall it affect the 
value or the price of any commodity ? If the presence of 
the ' no profits ' employer tends to raise the value of any 
one product, it must have a precisely similar effect on the 
value of every other product." That is, since the range 
of efficiency in the employing class affects all industries, 
and presumably affects them all alike, it is as if it affected 
none. This cause can have no possible influence upon 
value.* Thus does Mr. Macvane dispose of the "no- 
profits " employer as the regulator of prices ; and he adds, 

* As if to shut me off from the last possible ayenue of escape, Mr. Mac- 
vane adds, "Neither can it affect prices (i.e., the exchanging proportions of 
gold and other things), since in the production of gold the ' no-profits ' em- 
ployer is present, and must be as potent in affecting the value of the product 
as he is in every other case." (pp. 6, 7.) Mr. Macvane here falls into a 
familiar error, in the theory of money, by assuming that the present cost of 
production of gold necessarily governs the "exchanging proportions of gold 
and other things." It does not do this necessarily ; it does not do this habitu- 
ally ; it seldom does this. It is fairly a question whether, in the history of the 
world, it has ever done this. For hundreds of years after the downfall of the 
Western Empire, gold and silver continued to purchase only a small fraction 
of the labor or commodities which would then have been required to produce 
gold or silver, in any considerable quantities. For generations after the dis- 
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" Probably Mr. Walker would admit that his proposition 
as to the source of the earnings of successful business men 
must stand or fall with his theory as to the price-regulat- 
ing function of the ' no-profits ' business man." (p. 8.) 

This is one of the stinging points which abound in the 
October article, and which produce the impression upon 
the mind of the casual reader that Mr. Macvane has 
exposed a grave blunder. The fact is there is not the 
slightest validity in the objection. Mr. Macvane's argu- 
ment is, to use an Hibernicism, built upon an hiatus. It 
is true that the prices of the products of all industries 
cannot (the volume of the currency remaining unaltered) 
rise simultaneously, provided the same quantities are con- 
cerned. With a diminution, however, in the amounts of 
the several commodities in the market, there is no reason 
why each commodity should not bear a higher price. On 
the contrary, prices must rise. 

Now, the introduction of employers of less than full 
efficiency does, by the very statement of the case, diminish 
the amounts of the products resulting from the application 
of labor and capital. 

(/) Still further pursuing his objection to my proposi- 
tion, that the earnings of the successful men of business 
stand in a necessary relation to the cost of production of 
that portion of the required supply which is produced at 
the greatest disadvantage (embracing, in the latter con- 
ception, the effects of incompetent direction), Mr. Mac- 
vane, leaving the lower end of the scale of management 
and proceeding to the upper end of that scale, asserts, 
as something indisputably true, that, " if a good manager 
can create as much wealth as one hundred men when 
good managers are few, he can do the same when good 
managers are numerous." (p. 9.) 

covery of the silver mines of Mexico and Pern, silver retained a purchasing 
power largely in excess of the cost at which silver was then being produced in 
vast amounts. It was many years after the simultaneous discovery of gold in 
California and Australia before gold fell to near its own cost of production. 
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We have here another slip over the distinction between 
utilities and values. It is true that the energy, intelli- 
gence, economy, and skill of an able manufacturer would 
be not less efficient in creating utilities, were all other em- 
ployers equally competent with himself ; but what values 
should reside in those utilities would depend upon the 
supply. And, inasmuch as the supply could not fail to 
be increased by the more general introduction of energy, 
intelligence, economy, and skill into business, it would 
seem that the amount of wealth, — i.e., values, not utilities 
— resulting from the efforts of the first-indicated em- 
ployer would necessarily be reduced. 



The objections with which we have thus far dealt may 
be considered rather as objections to the consideration of 
my theory of business profits than as objections to the 
theory itself. I regret that the extended space which has 
been necessarily occupied in replying to these criticisms, 
most of which should not have been made at all, has 
left little room for the discussion of those parts of Mr. 
Macvane's article which stand properly related to the 
theory in question. 

(&) Referring to the hypothetical case with which the 
article in the April number opened, of a small and exclu- 
sive class of business managers, " each the precise economic 
equivalent of every other," Mr. Macvane (page 10) says 
that I have " no suggestion to offer as to the amount of 
their earnings apart from the needless and highly uneco- 
nomic assumption of a combination to fix ' a standard for 
their own remuneration.' " To this characterization it is 
enough to reply that no writer can make a full and con- 
clusive exposition of the law of rent without stating the 
hypothetical case of a limited extent of lands, all of equal 
quality, under private ownership, and possibly subject to 



282 QUARTERLY JOURNAL OF ECONOMICS 

a combination to fix the price of the produce. Inasmuch 
as my argument closely assimilated profits to rent, the 
assumption referred to was neither needless nor unec- 
onomic. 

(l~) Mr. Macvane declares (page 10) that my theory is, 
"in reality, not a theory of manager's earnings* at all, 
but a theory of the differences of managers' earnings." 
It is true that the theory in question treats of differences 
of profits. But it is also true that, by that theory, differ- 
ences of profits make up the whole sum of profits ; and, 
therefore, to treat of " differences of managers' earnings " 
is to treat of " manager's earnings " themselves, just as 
to explain differences of rents is to account for the whole 
of rent. By the theory in question, the earnings of man- 
agers of the lowest industrial grade, being not in excess 
of wages, — that is, not in excess of what the same per- 
sons might reasonably look to obtain, if employed by 
others, — are treated as not profits at all, being on the 
same scale (making allowance for friction on coining into 
or going out of business) and governed by the same law 
as wages. It is of course legitimate to take exception to 
the propriety of this definition ; but, clearly, if we start 
with this definition, as was done in the April number, any 
theory which accounts for all the differences of managers' 
earnings, above this " no-profits " line, accounts for all the 
profits there are, and is therefore a full and proper theory 
of profits. 

(m) Over and over again, in the course of his article, 
Mr. Macvane exhibits a misconception of the remark of 
Professor Marshall, quoted and adopted by myself, to the 
effect that a manager's earnings represent his own crea- 
tion of wealth. That remark had reference, as was abun- 
dantly shown by the context, to the existing industrial 
situation, where employers of various industrial grades 

* Again, " Mr. Walker treats rather of differences of profits than of profits 
as such." (p. 9.) 
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are engaged in production.* Yet Mr. Macvane insists 
upon holding Professor Marshall and myself responsible 
for the correctness of this statement in application to an 
unreal industrial situation, where all employers should be 
of the same industrial grade, — a situation with respect to 
which neither Professor Marshall nor myself would think 
of making such a statement. 

(ri) Taking up " the residue theory of wages " advanced 
in the April article, Mr. Macvane says : " "When the 
whole work is done, it seems to me to be little more than 
a somewhat elaborate statement of the fact that what 
does not go to the other participants goes to the laborers. 
By simply transposing terms, the same method would 
yield an equally valid law of rent, or of interest, or of 
earnings of management." (p. 14.) These sentences re- 
peat the objection which was uttered by others, in reviews 
and in private correspondence, when this theory of the 
source of business profits was brought out in my Political 
Economy in 1883. Why, these persons asked, is wages the 
residual share of the product, any more than rent, interest, 
or profits? If it be true that wages is what is left of the 
product after those three shares have been taken out, why 
is it not equally true that rent or interest or profits is 
what is left after deduction is made of the other three 
shares in each successive case ? I confess the persistency 
with which this question is asked has been very discour- 
aging, but let me try once more to show what is meant by 
the term "residual" in this connection. 

What we are inquiring about is the distribution of the 
product of industry. Now, at any given time, the volume 
of articles having utility to men and yet requiring the 
exertions and sacrifices of economic agents is divided, 

* " This surplus, in the case of any employer, represents that which he is 
able to produce over and above what an employer of the lowest industrial grade 
can produce with equal amounts of labor and capital." — Quarterly Journal of 
Economics, April, 1887. 
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speaking broadly, into four great shares, — interest, rent, 
wages, profits ; and a person contemplating the industrial 
situation, without going below the surface to find the 
forces which had determined the division of that product, 
might say of each share in turn that it equals the product 
minus the three other shares. But it is always possible 
that the volume of what we call wealth, produced annu- 
ally or within a stated period, may be increased. Indeed, 
we have to contemplate the probability that (1) through 
the discovery of larger resources in nature, or (2) through 
the introduction of new arts,* or (3) through the indus- 
trial improvement of the laboring class, the volume of 
wealth will always be on the increase, though at varying 
rates. Now, whatever may have been said of the previous 
division of the product, it is clear that, equilibrium having 
been destroyed by change of conditions, the reapportion- 
ment of the product must be effected by forces, economic 
in their character. If, then, it can be shown that, in the 
distribution of the new product, three of the shares are 
naturally limited, so that not one of them need increase 
or, under perfect competition, will increase merely because 
the product has increased, we are entitled to call the re- 
maining share, which receives the whole gain, residual. 
It is still true that each claimant in turn will receive 
what the others do not ; but this is only a shallow and 
unphilosophical way of regarding the matter. In the fact 
that one of the parties to distribution has the power to 
engross the entire increase is found a sufficient reason for 
distinguishing that share by some term which will express 
that peculiar virtue. Now, in the April article, it was, I 
think, abundantly shown that, in a great variety of cases, 
the product of industry might, through a great variety of 
causes, be largely increased, (1) Avithout making any 

* The following discussion assumes that these new arts are not protected 
by patents or other forms of monopoly. So far as monopoly enters, competi- 
tion fails ; and the increased value of the product will, in whole or in part, go 
to the inventor, so long as the patent continues in force. 
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heavier draft upon the soil, and thus without enhancing 
rent ; (2) without requiring the use of additional capital, 
and thus without enhancing interest ; (3) without intro- 
ducing a lower grade of employers, and thus without en- 
hancing profits. What has been said about rent is fully 
borne out by the accepted economic doctrine. It was the 
object of the article in question to show that the same was 
equally true of profits. As to my treatment of the share 
of the product going to the capital as interest, Mr. Mac- 
vane makes a complaint, which will next be noticed. 

(o) It is, he says, " no unfair criticism of Mr. Walker's 
theory at this point to say that it takes the rate of inter- 
est for granted." * (p. 13.) In one sense, this is hardly 
correct, since it was stated in the April article that the 
amount going to capital, as interest, is determined " by the 
relation of supply and demand," — a formula which the 
economists of Mr. Macvane's school have deemed sufficient 
to account for anything and everything in the economic 
world. But it is true that no original determination of 
interest, as a share of the product, was attempted. The 
formula quoted was considered adequate for the purposes 
of that discussion. All that was there required — in the 
progress of the argument as to the residual character of 
wages — was to show that interest, as a share of the prod- 
uct of industry, is fixed and limited by a competent 
cause, and would, therefore, not be enhanced merely be- 
cause of an increase of the product, an enlarged demand 
for capital not being, as we have seen, necessarily involved 
in such an increase. 

Since, however, Mr. Macvane insists upon regarding the 
failure to discuss the question of interest as constituting 
an hiatus in my argument, I would say that the rate of 
interest is determined by the supply of and the demand for 
capital, taken in conjunction with the principle of Final 

* In contradistinction, he says of the authors of the Economics of Industry, 
" They do not take the rate of interest for granted." (p. 19.) 
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Utility, as stated by Professor Jevons. When we speak 
of the demand for capital, we mean, broadly, the occasions 
for its productive uses, — not literally, since those occa- 
sions may be misconceived, and real opportunities for the 
profitable application of capital may exist without giving 
rise to an actual demand. But, broadly speaking, that 
demand is determined by those occasions. Now, while 
the rate * of interest is, say, at five per cent., men will be 
borrowing at that rate who could better afford to pay ten 
per cent, than not to have the use of capital. There will 
be other men who could better afford to pay nine per 
cent, or eight or seven or six than not to have the capital ; 
but these, nevertheless, borrow at five. Why? Because 
the supply of capital is so large that the demand for it, 
coming from all those who could afford to pay ten per 
cent, or nine or eight or seven or six, or even five and a 
half, is not sufficient to take it wholly up ; and it is only 
as we come down to those who can pay five per cent., and 
get the amount so paid back again in the price of their 
product, but could not, or think they could not, pay more 
and make themselves "good," that we attain that total 
demand for capital which, in the situation given, is neces- 
sary to take up the supply. Notwithstanding that the 
utility of the successive increments of capital applied to 
production has varied within a wide range, all the loans 
made would, in a money market where perfect competi- 

*Mr. Sidney Webb, in his article on the "Rate of Interest and the Laws 
of Distribution," in the Quarterly Journal of Economics, January, 1888, rightly 
says that this term is often erroneously used, or used with the result of pro- 
ducing misconception, being understood to apply to the current rate paid on 
loans in the " money market," or to the current rate paid on more permanent 
loans on security, or to the normal rate to which the variations in current rates 
of loan interest tend to conform, through a long period, for any community. 
Not the less is the term Rate of Interest one proper to be applied to what 
Mr. Webb designates (p. 192-3) as Economic Interest. If there be a body of 
capital applied to production, and if a portion of the product becomes the 
remuneration, or reward, for the use of that capital, there must be a ratio 
between the two quantities, which may, properly enough, be called the Rate 
of Interest. 
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tion * existed, be made at the same rate, — the rate, 
namely, which the last borrower can afford to pay. 

It is at this point that I am compelled to part company 
with Mr. Webb, who, in his article in the last number of 
this journal, announces the principle that it is " inequality 
of return which is the cause alike of rent, interest, and 
rent of ability" (p. 193), and whose analysis of the practi- 
cal distribution of capital among the several industries and 
among the individuals of each industry leads him to dis- 
regard that " trifle of interest " which Avould theoretically 
be the remuneration for the "minimum of capital " of "the 
worker using the minimum of skill and capital, engaged in 
wealth production under the most unfavorable circum- 
stances." (p. 197.) On the contrary, I hold that, while 
inequality of return is the cause alike of rent and of 
profits, equality of return is the law of capital ; that there 
is not, in economic theory, any "no-interest" capital, 
although there is " no-rent " land and there are " no- 
profits " employers ; and, finally, that all portions of capi- 
tal do, in proper economic theory, bear an equal rate of 
interest, differences of actual returns being due either to 
the element of risk, requiring the insurance of the princi- 
pal sum, or to the effects of ignorance and inertia in the 
money market. Instead, therefore, of holding with Mr. 
Webb that the " trifle of interest " paid (to others or to 
himself) by the least favored producer for his "minimum 
of capital " may properly be disregarded " as merely 
equivalent to that ' gratuitous capital,' — such as roads, 
pavements, and policemen, elsewhere provided free of 

* I really cannot bring myself to answer the questions which Mr. Macvane 
propounds to me, on this subject, on pages 13 and 14 of his article : " Further, 
when 'interest is to be deducted,' it would be necessary to know whether this 
means interest on perfect security or on ordinary mercantile security or on such 
security as the individual employer in each case happens to be able to offer, 
for interest varies in the same loan market with the character of the security. 
Also, we should need to know whether, in times of temporarily high interest, 
the laborers are to be charged at the high rate on the whole capital of the 
country or only on the portion actually borrowed at the high rate." 
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charge to other producers," — it appears to me that the in- 
terest paid under such conditions must be taken, theoreti- 
cally, as equal in rate to that paid elsewhere ; while, in 
fact, that charge is likely to be heavier, per unit of capital, 
than in the case of production taking place under more 
favorable circumstances. 

(p) Coming now to the analysis of the constituents of 
the employing class offered in the April article, Mr. Mac- 
vane expresses his strong dissent from my views. He 
holds that the differences of profits actually realized by 
employers are due far more to differences of opportunities 
than to those of abilities. Indeed, he seems, at points, 
disposed to hold the latter rather a hindrance than other- 
wise, expressing the opinion that " to work hard and save 
hard," until they can command capital of their own, is " an 
ordeal that natural ability for management on the large 
scale does not help men to face successfully. It demands, 
rather, plodding patience and severe self-denial." (p. 3.) 
The possession of capital is, in Mr. Macvane's sight, a far 
more efficient cause in enabling men to carry on produc- 
tion on a large scale than high industrial quality. The 
" captain of industry " he considers " a rather mythical 
personage." Moreover, while thus assigning a decided 
preference to opportunities over abilities as the cause of 
business success, Mr. Macvane assigns an extraordinary 
degree of importance to still other elements. " Mere 
luck," he says, " in trading, skilful speculation, taking 
advantage of the ignorance or the fears or the necessities 
of other men, corners, craftiness, and even knavery, are 
often much shorter roads to riches than actual production 
is." (p. 12.) Incidentally to the expression of these 
views, he ridicules my characterization of the employing 
class, speaking as if I had attributed to every successful 
employer high intellectual qualifications, and charging 
upon me the absurd notion that " the born manager, on 
coming of age, bad only to whistle the proper note, in 
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order to have all the requisites of production laid at his 
feet." (p. 2.) 

1st. I know of nothing whatever in any writings of 
mine which would justify such a statement as that above, 
— nothing which disparages the importance to any man of 
natural ability, however gifted, of long experience and 
thorough training. Mr. Macvane appears to consider the 
need of " plodding patience and severe self-denial " to be 
an ordeal through which men of smaller parts and lower 
natures pass most successfully. But, surely, that is a poor, 
paltry, and peevish genius which, for the sake of ultimate 
mastery, does not submit itself bravely and cheerfully to any 
trial, however long and severe, which may lie in its path. 
Such might be the genius of a brilliant rhetorician or dia- 
lectician, but not of a really great man of affairs. Had not 
Stewart and Vanderbilt " natural ability for management 
on the large scale " ? Yet their youth and early manhood 
were passed amid severe privations, and the first efforts of 
their powers were spent in the operations of a petty com- 
merce. The same is true of ninety-five, if not ninety- 
nine, out of every hundred of conspicuously successful 
careers. The trials and hardships which Mr. Macvane 
considers as a mere senseless obstruction to the passage 
of men forward to their work in life, and as, indeed, hold- 
ing back those of better parts, while admitting more 
readily the men of commonplace character and mind, — 
these trials and hardships are, in truth, among the condi- 
tions of the highest success; and I must consider the 
opposite doctrine a poor sort of history and a poorer sort 
of moral philosophy to be taught to American youth. 

2d. Instead of idealizing the employer and treating all 
profits as due to remarkable intellectual and moral endow- 
ments, as Mr. Macvane intimates I have done,* I have 

*I have no wish to idealize the successful employer of labor. He may 
easily be found to be a very unamiable and a very uninteresting person. For 
the perfect temper of business something, doubtless, of hardness is needed, 
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sought to exhibit a very wide range of industrial ability, 
from the lowest all the way up to the highest. 

3d. Mr. Macvane appears to think that it would be con- 
clusive against my theory of the Source of Business Profits 
that it should be shown (as to which he confidently ex- 
presses his individual opinion) that the successful conduct 
of business is, in the larger proportion, due to exceptional 
opportunities rather than to exceptional abilities. Yet, 
in fact, that theory would be equally well established, 
were it proved that business success depends wholly upon 
exceptional opportunities, and not at all upon exceptional 
abilities. The difference to social philosophy would in- 
deed be great, but to economics the question is altogether 
indifferent.* 

4th. But I take issue with Mr. Macvane on the opin- 
ion that business success is mainly due to privilege and 
opportunity rather than to individual character and power, 
and I appeal with the utmost assurance to my countrymen 
whether I am not right in saying that the latter are far 
more efficient than the former in securing profits. Have 
not a vast majority of all the business houses with us 
which have achieved notable success been founded by 
men who owed almost nothing to opportunity, who strug- 
gled up to their high places in the industrial order, not 

just as it is the alloy of baser metal which fits the gold for circulating in the 
hands of men. A little too much of sensibility or a little too much of imagi- 
nation is often a sufficient cause of failure in the stern competitions of busi- 
ness. The successful entrepreneur need not even understand the theory of 
trade, or be a financier in the larger sense of the word. The Wages Question, 
p. 251. 

* The successful conduct of business under free and active competition is 
due to exceptional abilities or to exceptional opportunities. Whether due to 
exceptional abilities or to exceptional opportunities, my proposition could be 
equally well established, just as it makes no difference, in the theory of rent, 
whether a piece of land owes its superior advantages, for the purposes of culti- 
vation, to higher natural fertility or to closer proximity to the market to be 
supplied. Yet it cannot be a matter of indifference to social philosophy 
whether the power to command profits be due to exceptional abilities or to 
exceptional opportunities. F. A. Walker, Political Economy, 1883, pp. 248, 249. 



THE SOURCE OF BUSINESS PROFITS 291 

only without adventitious helps, but against poverty or 
actual misfortune ? On the other hand, what social phe- 
nomenon is more familiar than that of great houses, deeply 
founded, which have enjoyed great prestige, wide connec- 
tions, and large accumulated capital, dwindling little by 
little, if not brought actually to their downfall, simply 
because the management, which had been strong and 
brave and wise, became commonplace, purposeless, timid, 
and weak ? * For one, I do not believe that the Ameri- 
can mind will readily accept Mr. Macvane's views of the 
causes which in general govern success in business. 

In older countries, where prescription is more powerful, 
where industry is largely pursued within traditional lines, 
where capital is more conservative, status and structure 
do, in no inconsiderable degree, constrain the movements 
of trade and production. All this was sufficiently covered 
by my qualification as to "full and free competition." 
Yet even in the most stable and conservative industrial 
nation of the Old World we find Professor Marshall say 
ing : " Many employers of labor — in some parts of Eng- 
land, more than half — have risen from the ranks of labor. 
Every artisan who has exceptional natural abilities has a 
chance of raising himself to a post of command." 

5th. Mr. Macvane would only touch my theory of the 
Source of Business Profits by alleging that accidents and 
pure chance, or else fraud, force, and chicanery, are the 
real predominant reasons for success or failure in business 
life. Were this indeed so, that theory would fall to the 
ground, and the socialists would be right in denouncing 
the capitalist-employer as the robber of the workingman 
and the enemy of society. 

(5) The next of Mr. Macvane's objections to my theory 
of profits is that which arises from the formal attitude of 
the laborer in production, as hired by the employer and 

* The recent history of the Baltimore & Ohio Railroad exhibits a striking 
example in point. 
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working at stipulated wages. Mr. Macvane finds this fact 
to be dead against my theory, — " so dead against it that 
one finds some call for self-restraint in soberly arguing the 
matter." If it be true that the laborer works for wages 
stipulated in advance, how can he have any such interest 
in the product as is implied in my use of the word resid- 
uary? Mr. Macvane declares that the laborer is, indeed, 
" precisely the claimant against whose right to the posi- 
tion there is a strong prima-facie case." (p. 14.) Again, 
he says (p. 21) that it is of the very essence of wage-pay- 
ing that wages should not be contemporaneous with rent 
and profits. "The wages that correspond, as an eco- 
nomic share, to the rent * and profits of any given time, 
have been paid and consumed before the profits appeared. 
They are, in reference to the rent and profits, wages of 
the past." 

Now there is a prima-facie case against the laborer occu- 
pying the economic place I have assigned him ; but it is 
sometimes the duty of students of science to investigate 
prima-facie cases : to go below the surface, and ascertain 
if something more or other exists than has appeared. 
This was precisely what was attempted in the April article. 
Fully recognizing that, in any given instance, the laborer 
is, by force of contract, debarred from claiming more than 
a certain amount, — the amount, namely, which was stipu- 
lated as his wages, — I ventured to inquire, What is it that 
fixes the terms of such contracts? why is it the employer 
promises to pay and the laborer agrees to receive such an 
amount, no more and no less? There must be some rea- 
son for this. Otherwise, the employer might have prom- 
ised to give twice as much in wages or the laborer might 
have consented to accept only one-half as much. The 

* Yet rent is generally, by force of contract, determined, not only before 
wages are paid, but even before the laborers are hired, and is thus not only 
not contemporaneous with profits, but even antecedent to wages. Mr. Macvane 
can understand how rent can be advanced out of capital, but paid out of the 
product, though he cannot understand how this should be true of wages. 
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force of contract is a sufficient reason for the laborer claim- 
ing no more in the given instance, but the force of con- 
tract has no power over the demand he may make as to 
to-morrow's or next week's labor. What is it, then, which 
is to govern the terms of the next contract which the 
laborer and the employer are between them to make ? 

The answer to this question I find in the anticipated 
value of the product, after deduction of the amounts nec- 
essarily to be paid on account of rent and interest. These 
latter amounts are determined by competent causes, which 
have already been sufficiently indicated. They are, as we 
have shown, not necessarily increased by an increase in 
the productiveness of industry, nor do they depend on the 
desires of those who are to receive them. Landlords have 
nothing to do with determining the value of their land * 
for rental purposes. The owners of capital have, broadly 
speaking, nothing to do with fixing the rate of interest 
beyond supplying the condition of perfect competition, 
which has been assumed throughout the argument. 

If the holders of land and owners of capital can exert 
no influence upon rent and interest beyond supplying the 
condition of perfect competition, have the employers of 
labor anything more to say as to the amount which should 
be deducted as profits from the product? I answer, No, 
perfect competition being conceded. The anticipated 
value of the product being what it is, employers will com- 
pete among themselves for the profits of production down 
to the point where profits vanish. No matter how much the 
anticipated value of the product may be increased, no eco- 
nomic cause can be invoked which will require them to pay 
more in rent, unless more land is to be used, or to pay more 
in interest, unless more capital is to be used ; but, provided 
the laborers, on their part, are alert, active, and aggressive 
in the pursuit of their own welfare, the employers will be 
obliged to increase wages, pari passu, with every increase 

*We are here speaking of economic rent, which excludes improvements 
made through investments of capital. 
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of production. If the current rates of wages are such as 
to leave any excess of produce, after the payment of 
wages, interest, and rent, the competition of employers 
among themselves for a share of such excess * must go for- 
ward until that excess disappears. 

(r) I said until " profits vanish." By this is of course 
meant profits in case of the employers of the lowest indus- 
trial grade who remain solvent. Mr. Macvane, indeed, 
denies my right, upon my own grounds, to take the solvent 
employers alone into account with reference to the cost of 
production. 

One naturally asks [he says] why the "no-profits "employer should 
have this function, seeing that there are always in every business, 
as Mr. Walker himself tells us, some employers who are not only 
making no profits, but are making losses. The products of these 
losing employers are continually in the market. Why should they 
not regulate the price rather than the products of employers who are 

•Mr. Macvane complains that I have given "no clew for tracing this 
increase [of product] beyond the hands of the employing class and into the 
possession of the laborers." (p. 26.) Again, " Mr. Walker gives no explanation 
of the process by which, in his view, the increase of product is carried at once 
to the wages of labor : he only finds no economic reason why it should go any- 
where else." (p. 25.) I confess the latter seems to me a very good reason 
why it should go there: otherwise, all our geometries would have to be 
rewritten. 

Mr. Macvane continues : " All competition can do is to remove or prevent 
inequalities in wages. It can bring all laborers of the same grade to the same 
level of wages. But it has itself nothing to do with setting the level. Com- 
petition of laborers is powerless to raise all wages, and our present question 
relates to a general rise. If the competition to which he [Mr. Walker] refers be 
that of employer with employer to get control of laborers, I can only say that 
here again all competition of itself can accomplish is to prevent or remove 
inequalities, to prevent one employer from getting laborers of a given grade 
for lower wages than another employer pays. Competition simply enforces the 
level on everybody." (p. 25.) It is needless to spend time in pointing out the 
inadequacy of this view of competition. If the competition of employers 
among themselves for the profits of employment has nothing to do with fixing 
the general level of wages, why is that level, at any time, where we find it to 
be ? Why is it not lower by one-quarter, one-third, or one-half ? Mr. Mac- 
vane alleges that I have adduced no force to bring about the result which I 
have indicated as economically reasonable. I answer, Competition is the 
force which, when full and free, brings all things in the realm of industry to 
their respective positions, according to the economic reasons prevailing, in the 
given situation. 
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doing indefinitely better ? . . . What should we think of Ricardo, if, 
in developing his theory of rent, he had " thrown out of account " 
several of the poorest grades of land in constant use,* in order to 
find the basis for prices and rent ? (p. 4.) 

To this, I reply that "losses" represent failure of com- 
petition. Were competition perfect, with all which that 
implies, an employer who carried on production without 
getting back, through the sale of his products, the wages 
paid, the cost of materials, etc., plus his own subsistence, 
would be instantly thrown out. In the actual world of 
business, especially with the credit system highly devel- 
oped and under the accidents of the inheritance or the 
previous acquisition of wealth, an employer may go on for 
a while producing at a loss, either sinking his capital or 
subsisting himself at the expense of his creditors. It was 
with reference to this condition that practical advice was 
offered in the April article concerning the causes — e.g., 
bad money, protection, ineffective laws concerning insol- 
vency — which tend to bring incompetent men into the 
conduct of business, and keep them there against the nat- 
ural effort of trade and industry to throw them out. 

The cases of men who actually do not get back the price 
of materials, the wages of labor, the cost of their own 
subsistence, etc., are exceptional. There cannot be an 
indefinite number of such employers, and these cannot 
carry on business through an indefinite period ; and, since 
the demands of the market require goods to be produced 
(the proof of which demand is that goods are produced) 
by men who can and do get back the cost of production, 
plus their own necessary subsistence, in the price of their 
product, those whom we may call the bankrupt employers 

* In the same connection, Mr. Macvane says, " In the case of land, we take 
the poorest in steady use as the regulator of price." This qualification destroys 
the whole force of the objection. The losing- employers come into and go out 
of production, like lands along the lower limit of productiveness, which are 
now cultivated and now thrown out of cultivation. 
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do not fix the price of goods.* The normal price of any 
species of commodity is determined by the cost of produc- 
tion of that portion of the necessary supply which is pro- 
duced at the greatest disadvantage. Now, if the neces- 
sities of production, upon the scale suited to meet the 
demands of the market, require the services of a great 
number of employers, and if these employers differ among 
themselves in the matter of industrial efficiency, then the 
"greatest disadvantage," quoad hoc, exists in the case of 
that portion of the necessary supply which is produced by 
the employers of the lowest grade of business ability who 
do earn a scanty living, conduct business, and remain 
solvent. The fact that these men do remain solvent, after 
paying wages, the cost of materials, etc., and also subsist- 
ing themselves, proves that they sell their goods at prices 
to meet these conditions. That the goods are not sold 
lower under competition is because production cannot be 
carried on to the extent required by the demands of the 
market without meeting these conditions. Production by 
bankrupt employers does not fix the (normal) price of 
goods; but such production is highly prejudicial to the 
general interests of the community, causing industrial 
disturbances, unnecessary fluctuations in trade, and at 
times breaking down the market and creating industrial 
panics and distress. 

Francis A. Walker. 

* Any more than would a limited number of employers who should choose 
to give away their goods, without the attempt to get hack any part of the cost 
of production. 



